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EXPOSURE DRAFT 
PROPOSED STATEMENT ON 
AUDITING STANDARDS 
REPORTING ON FINANCIAL STATEMENTS 
PREPARED FOR USE IN OTHER COUNTRIES 
OCTOBER 15, 1985 
Prepared by the AICPA Auditing Standards Board 
For comment from persons interested in auditing and reporting 
Comments should be received by January 15, 1986, and addressed to 
AICPA Audit ing Standards Division, File 3060 
1211 Avenue of the Americas, New York, N.Y. 10036-8775 
G0D313 
SUMMARY 
This proposed statement establishes standards that apply to U.S. auditors who express an opinion on 
financial statements of a U.S. entity prepared in conformity with accounting principles of another 
country for use outside the United States. The proposed statement establishes standards that — 
• Require the auditor to obtain written representations from management regarding the distribution 
of such financial statements. 
• Permit the auditor to use a modified U.S. -style report form or a non-U. S. standard report if the 
financial statements are used only outside the United States or will not have more than limited use 
in the United States. 
• Permit the auditor to use dual reports or a U.S. standard report modified for U.S. GAAP departures 
if the financial statements will be used in the United States. 
This proposed statement also notes that the auditor should be familiar with non-U. S. accounting prin-
ciples and non-U. S. auditing standards where those principles and standards apply to the financial 
statements or the auditor's report. 
This exposure draft has been sent to: 
practice offices of CPA firms 
members of AICPA Council and technical committees 
state society and chapter presidents, directors, and commit-
tee chairmen 
organizations concerned with regulatory, supervisory, or 
other public disclosure of financial activities 
persons who have requested copies 
AICPA American Institute of Certified Public Accountants 1211 Avenue of the Americas, New York, NY 10036-8775 (212) 575-6200 
October 15, 1985 
Accompanying this letter is an exposure draft of a proposed Statement on Auditing Standards 
entitled Reporting on Financial Statements Prepared for Use in Other Countries , A summary of 
the proposed SAS also accompanies this letter. 
Some practitioners have previously interpreted ethics rules as prohibiting U.S. practition-
ers from issuing opinions on financial statements prepared in conformity with the accounting 
principles of another country. In fact, the U.S. practitioner can issue an opinion on such 
statements if the opinion notes that the financial statements were prepared in conformity with 
non-U.S. accounting principles. The Auditing Standards Board of the AICPA recognized this 
confusion and saw that, in view of increasing foreign investment in the United States, prac-
titioners would increasingly be asked to provide these services. 
Comments or suggestions on any aspect of this exposure draft will be appreciated. The Audit-
ing Standards Board's consideration of responses will be helped if the comments refer to spe-
cific paragraphs and include supporting reasons for each suggestion or comment. 
In developing guidance, the Auditing Standards Board considers the relationship between the 
cost imposed and the benefits reasonably expected to be derived from audits . It also considers 
differences that the auditor may encounter in the audit of the financial statements of small 
businesses and, when appropriate, makes special provisions to meet those needs. Thus, the 
board would particularly appreciate comments on those matters. 
Written comments on the exposure draft will become part of the public record of the Auditing 
Standards Division and will be available for public inspection at the offices of the AICPA 
after February 17, 1986, for one year. 
Responses should be sent to the Auditing Standards Division, File 3060, in time to be received 
by January 15, 1986. For convenience in responding, a postpaid mailer is attached to this 
exposure draft. 
Sincerely, 
David L. Landsittel 
Chairman 
Auditing Standards Board 
Dan M. Guy 
Vice P res iden t , Auditing 
PROPOSED STATEMENT ON AUDITING STANDARDS 
REPORTING ON FINANCIAL STATEMENTS PREPARED FOR 
USE IN OTHER COUNTRIES 
INTRODUCTION 
.01 This s t a t e m e n t p r o v i d e s 
guidance for an independent auditor 
practicing in the United States when 
engaged to report on the financial 
statements of a U.S. entity that have 
been prepared, in conformity with 
a c c o u n t i n g p r i n c i p l e s g e n e r a l l y 
accepted in another country, for use 
outside the United States. For pur-
poses of this s t a t emen t , a " U . S . 
entity" is an entity that is either orga-
nized or domiciled in the United 
States.1 
PURPOSE AND USE OF FINANCIAL 
STATEMENTS 
.02 A U.S. entity ordinarily pre-
pares its financial statements for use 
in the United States in conformity 
with accounting principles generally 
accepted in the United States. A U. S. 
ent i ty may also p r epa re financial 
statements that are intended for use 
outside the United States and are in 
conformity with accounting princi-
ples generally accepted in another 
country. For example, the financial 
statements of a U.S. entity may be 
prepared for inclusion in the consoli-
dated financial statements of a non-
U.S. parent. Also, a U.S. entity may 
have n o n - U . S . inves tors or may 
decide to raise capital in another 
country. Before reporting on finan-
cial statements prepared in conform-
ity with the accounting principles of 
another country, the auditor should 
have a clear understanding of, and 
obtain written representations from 
management regarding, the purpose 
and uses of such financial statements. 
AUDITING PROCEDURES 
.03 Generally accepted auditing 
s tandards (GAAS) in the Un i t ed 
This statement does not apply to a U.S. 
entity whose financial statements are pre-
sented as a part of the combining or consoli-
dating financial statements of a non-U.S. 
parent. 
States have been established as those 
standards required for due profes-
sional care in examining financial 
statements when practicing in the 
United States. Therefore, in examin-
ing the financial statements of a U.S. 
entity prepared in conformity with 
a c c o u n t i n g p r i n c i p l e s g e n e r a l l y 
accepted in another country, the 
auditor should perform the proce-
dures that are necessary to comply 
with the general and field work stand-
ards of U.S. GAAS. 
.04 The a u d i t i n g p r o c e d u r e s 
genera l ly pe r fo rmed u n d e r U .S . 
GAAS may n e e d to be modified 
because the assertions embodied in 
financial s t a t e m e n t s p r e p a r e d in 
accordance with accounting princi-
ples generally accepted in another 
country may differ from those pre-
pared in conformity with U.S. gener-
ally accepted accounting principles. 
For example, accounting principles 
generally accepted in another coun-
try may require that certain assets be 
revalued to adjust for the effects of 
inflation — in which case, the auditor 
should perform procedures to test 
the revaluation adjustments. On the 
other hand, such principles may not 
require recognition of deferred taxes; 
consequently, procedures for testing 
deferred tax balances would not be 
applicable. As another example, the 
accounting principles of some coun-
tries do not requi re disclosure of 
related party transactions; determin-
ing that such transactions are prop-
erly disclosed, therefore, would not 
be an audit objective in such cases. 
Other objectives, however, would 
remain relevant — such as identify-
ing related parties in order to fully 
unders tand the business purpose, 
nature, and extent of the transactions 
and their effects on the financial 
statements. 
. 05 The auditor should obtain an 
u n d e r s t a n d i n g of the account ing 
principles generally accepted in the 
other country. Such knowledge may 
be obtained by reading the statutes 
or professional literature (or codifica-
t ions the reo f ) t h a t e s t a b l i s h or 
describe the accounting principles 
generally accepted in the other coun-
try. Application of accounting princi-
ples to a particular situation often 
requires practical experience; the 
auditor should consider, therefore, 
c o n s u l t i n g wi th p e r s o n s h a v i n g 
expertise in the accounting princi-
ples of the o ther country. If t he 
account ing pr inc ip les of ano the r 
country are not established with suffi-
cient authority or by general accep-
tance, or if a broad range of practices 
is acceptable, the auditor may never-
theless be able to report on financial 
statements for use in such countries 
if, in the auditor's judgment, the cli-
ent's principles and pract ices are 
appropriate in the circumstances and 
are disclosed in a clear and compre-
hensive manner. In determining the 
appropriateness of the accounting 
principles used, the auditor may con-
sider, for example , In te rna t iona l 
Accounting Standards established by 
the International Accounting Stand-
ards Committee. 
.06 In those c i rcumstances in 
which the auditor uses the auditor's 
standard report of another country 
(see paragraph . 12) on financial state-
ments prepared in conformity with 
a c c o u n t i n g p r i n c i p l e s g e n e r a l l y 
accepted in that country, the auditor 
should comply with the audi t ing 
standards of that country as well as 
with U.S. GAAS. This may require 
the auditor to perform certain addi-
tional procedures that are required 
by the auditing standards of the other 
country but are not required by U. S. 
GAAS.' 
.07 The level of knowledge that 
the auditor will need in order to be 
satisfied that the auditing standards 
of another country have been met, 
and that any other attestations made 
in the auditor's standard report of that 
country have been satisfied, may be 
obtained by reading the statutes or 
professional literature (or codifica-
5 
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t ions t he reo f ) t h a t e s t a b l i s h or 
describe the auditing standards gen-
erally accepted in the other country. 
Such statutes or professional litera-
ture may not be a complete descrip-
tion of auditing practices in some 
countries; the auditor should, there-
fore, consider the need to consult 
with persons having expert ise in 
the auditing standards of the other 
country. 
REPORTING STANDARDS 
.08 If financial statements pre-
pared in conformity with accounting 
pr inc ip les genera l ly accep ted in 
another country are prepared for use 
only outside the United States, the 
auditor may report using either (1) a 
U.S.-style report modified to report 
on t h e a c c o u n t i n g p r i n c i p l e s of 
another country (see paragraphs .10 
and .11) or (2), if appropriate, the 
report form of the other country (see 
paragraphs .12 and .13). This is not 
intended to preclude limited use of 
the financial statements by a party 
(such as a bank) within the United 
States that deals directly with the 
entity; the financial statements may 
be used in a manner that permits 
such party to discuss with the entity 
differences from U.S. accounting and 
reporting practices and their signifi-
.09 Financia l s t a t emen t s p r e -
pared in conformity with accounting 
p r inc ip les genera l ly accep ted in 
another country ordinarily are not 
useful to U.S. users. Therefore, if 
financial statements are needed for 
use both in ano ther count ry and 
within the United States, the auditor 
may report on two sets of financial 
statements for the entity — one pre-
pared in conformity with accounting 
pr inc ip les genera l ly accep ted in 
another country for use outside the 
United States, and the other pre-
pared in accordance with accounting 
principles generally accepted in the 
United States (see paragraph . 14). If 
dual statements are not prepared, or 
for some other reason the financial 
statements prepared in conformity 
with accounting principles generally 
accepted in another country will have 
more than limited use in the United 
States, the auditor should report on 
them using the U.S. standard form of 
report, modified as appropriate for 
departures from accounting princi-
ples generally accepted in the United 
States (see paragraphs . 15 and . 16). 
Use Only Outside the United 
States 
.10 A U.S.-style report that is 
modified to report on financial state-
ments prepared in conformity with 
a c c o u n t i n g p r i n c i p l e s g e n e r a l l y 
accepted in another country and is 
in tended for use only outside the 
United States should — 
a. Identify the financial statements 
examined. 
b. Refer to the note to the financial 
statements that states the basis of 
presentation of the financial state-
ments on which the auditor is 
report ing, including identifica-
t ion of t h e na t ional i ty of t h e 
accounting principles. 
c. State that the examination was 
made in accordance with auditing 
standards generally accepted in 
the United States (and, if appro-
priate, with the auditing stand-
ards of the other country). 
d. I n c l u d e a p a r a g r a p h t h a t 
expresses the auditor's opinion 
(or disclaims an opinion) on the 
following: 
(1) Whether the financial state-
ments are presented fairly in 
conformity with the basis of 
accounting described. If the 
auditor concludes that the 
financial statements are not 
presented fairly on the basis 
of accounting described, all 
of the substantive reasons for 
that conclusion should be 
disclosed in an addit ional 
explanatory paragraph(s) of 
the report, and the opinion 
pa rag raph should inc lude 
a p p r o p r i a t e m o d i f y i n g 
l a n g u a g e as w e l l a s a 
reference to the explanatory 
paragraph(s). 
(2) Whether the disclosed basis 
of accounting used has been 
applied in a consistent man-
.11 The following is an illustra-
tion of such a report: 
We have examined the balance sheet of 
the International Company as of 
December 31, 19XX, and the related 
statements of income, retained earn-
ings, and changes in financial position 
for the year then ended, which, as 
described in Note X, have been pre-
pared on the basis of accounting princi-
ples generally accepted in (name of 
country). Our examination was made 
in accordance with auditing standards 
generally accepted in the United 
States, [and in (name of country)] and, 
accordingly, included such tests of the 
accounting records and such other 
auditing procedures as we considered 
necessary in the circumstances. 
In our opinion, the financial state-
ments referred to above present fairly 
the financial position of the Interna-
tional Company at December 31, 
19XX, and the results of its operations 
and the changes in its financial position 
for the year then ended, in conformity 
with accounting principles generally 
accepted in (name of country) applied 
on a basis consistent with that of the 
preceding year. 
. 12 T h e i n d e p e n d e n t aud i to r 
may also use the auditor's standard 
report of another country, provided 
that — 
a. Such a report would be used by 
auditors in the other country in 
similar circumstances. 
b. The auditor understands, and is in 
a position to make, the attesta-
tions contained in such a report 
(see paragraph .07). 
In some coun t r i e s , t h e audi tor ' s 
r epor t s tates or implies that the 
e n t i t y has c o m p l i e d w i t h lega l 
requirements and that the financial 
s tatements are in the format pre-
scribed by law. When using the audi-
tor 's s t a n d a r d r e p o r t of a n o t h e r 
country, the auditor needs to under-
stand any applicable legal responsi-
bilities, in addition to the auditing 
standards and the accounting princi-
ples generally accepted in the other 
country. The auditor should also con-
sider whether there is a need to iden-
tify the other country when using 
the auditor's standard report of that 
country. 
. 13 An example of the standard 
report of another country that would 
be appropriate if the auditor were 
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repor t ing on financial s t a tements 
prepared in conformity with account-
ing p r inc ip l e s genera l ly accep t -
e d i n t h e U n i t e d K i n g d o m 
follows: 
We have audited the financial state-
ments on pages X to XX in accordance 
with approved auditing standards [in 
the United Kingdom].2 
In our opinion, the financial state-
ments, which have been prepared 
under the historical cost convention [in 
the United Kingdom], give a true and 
fair view of the state of the company's 
affairs at December 31, 19XX, and of 
its profit and source and application of 
funds for the year then ended and com-
ply with the Companies Act of 1985 [of 
the United Kingdom]. 
.14 A U.S. entity that prepares 
financial s tatements in conformity 
w i t h U . S . g e n e r a l l y a c c e p t e d 
accounting principles also may pre-
pare financial statements in conform-
i ty w i t h a c c o u n t i n g p r i n c i p l e s 
generally accepted in another coun-
try for use outside the United States. 
In such circumstances, the auditor 
may report on the financial state-
ments that are in conformity with 
accounting principles of the other 
country following the guidance in 
paragraphs .10 to .13. The auditor 
may wish to include, in one or both of 
the reports, a statement that another 
report has been issued on the finan-
cial s tatements for the entity that 
have been prepared in accordance 
with accounting principles generally 
accep ted in a n o t h e r country. An 
example of such a statement follows: 
We also have reported separately on 
the financial statements of Interna-
tional Company for the same period 
presented in accordance with account-
ing principles generally accepted in 
(name of country). [The significant dif-
ferences between the accounting prin-
ciples accepted in (name of country) 
and those generally accepted in 
the United States are summarized in 
Note X.] 
Use in the United States 
. 15 If the auditor is requested to 
repor t on the fair presentat ion of 
2
 See paragraphs .03 and .04 for a discussion of 
the auditor's responsibility to perform the 
examination in accordance with U.S. GAAS. 
financial s t a tements , p r e p a r e d in 
conformity with the accounting prin-
ciples generally accepted in another 
country, that will be used for more 
than limited purposes in the United 
States, the auditor should use the 
U.S. standard form of report (see SAS 
No, 2, section 509.07, Reports on 
Audited Financial Statements), mod-
ified as a p p r o p r i a t e (see sect ion 
509.15-.17), because of departures 
from accounting principles generally 
accepted in the United States. The 
auditor may also, in a separate para-
graph to the report, express an opin-
ion o n w h e t h e r t h e f i n a n c i a l 
statements are presented in conform-
ity with accounting principles gener-
ally accepted in another country. 
Alternatively, the auditor may report 
on the same set of financial state-
ments, prepared in conformity with 
a c c o u n t i n g p r i n c i p l e s g e n e r a l l y 
accepted in another country, that will 
be used for more than limited pur-
poses in the United States, using 
both the standard report of the other 
country for distribution outside the 
United States and a U.S. standard 
form of report referred to in this para-
graph, for distribution in the United 
States. 
.16 An example of the type of 
report described in paragraph .15 
follows: 
We have examined the balance sheet of 
International Company as of Decem-
ber 31, 19XX, and the related state-
ments of income, retained earnings, 
and changes in financial position for the 
year then ended. Our examination was 
made in accordance with generally 
accepted auditing standards and, 
accordingly, included such tests of the 
accounting records and such other 
auditing procedures as we considered 
necessary in the circumstances. 
As more fully described in Note X, the 
Company's policy is to prepare its 
financial statements on the basis of 
accounting pr inciples generally 
accepted in (name of country) which do 
not require a provision for income 
taxes based on timing differences 
between income for tax purposes and 
income for financial reporting pur-
poses. Accounting principles generally 
accepted in the United States, in our 
opinion, require that deferred income 
taxes be provided in such circum-
stances. If deferred taxes (a noncurrent 
liability) of $... were provided as of 
December 31, 19XX, in conformity 
with accounting principles generally 
accepted in the United States, retained 
earnings, net income, and earnings per 
share would be decreased by $..., $..., 
and $..., respectively.3 
In our opinion, except for the effects of 
the matters discussed in the preceding 
paragraph, the financial statements 
referred to above present fairly, in con-
formity with accounting principles 
generally accepted in the United 
States, the financial position of Inter-
national Company at December 31, 
19XX, and the results of its operations 
and changes in its financial position for 
the year then ended applied on a basis 
consistent with that of the preceding 
year. 
[However, in our opinion, the 19XX 
financial statements referred to above 
present fairly the financial position of 
International Company at December 
31, 19XX, and the results of its opera-
tions and the changes in its financial 
position in conformity with accounting 
principles generally accepted in (name 
of country) applied on a basis consis-
tent with that of the preceding year.] 
3
 See SAS No. 2, Reports on Audited Finan-
cial Statements, for a discussion of the disclo-
sures to be made in explanatory paragraphs. 
Paragraph 33 states, in part, the following: 
The explanatory paragraph(s) should dis-
close the principle effects of the subject 
matter of the qualification on financial 
position, results of operations, and 
changes in financial position, if reasonably 
determinable. If the effects are not reason-
ably determinable, the report should so 
state. 
An example of a middle paragraph used 
when the effects on the financial statements 
are not reasonably determinable follows: 
As more folly described in Note X, the 
Company's policy is to prepare its financial 
statements on the basis of accounting prin-
ciples generally accepted in (name of 
country) which do not require capitaliza-
tion of certain lease obligations. Account-
ing principles generally accepted in the 
United States, in our opinion, require the 
inclusion of certain lease obligations in 
property and debt in the accompanying 
balance sheet. The effects of this depar-
ture from generally accepted accounting 
principles on the accompanying financial 
statements of Internationa) Company are 
not reasonably determinable. 
Also see paragraph 42 of SAS No. 2 for a dis-
cussion of disclosures when an adverse opin-
ion is appropriate. 
